ERG. 


i0g- 
ter- 
y to 
gen- 
s in 


iged 
TOs- 
nent 
abor 
\por- 


G 


EL- 
S AGE 
‘oun- 


on, as 
forces 
uction 
t little 
counts 
a very 


LG 


q 


Saturday, October 10, 1931. 


Price, $2.00 Per Year 


are united 


INFORMATION SERVICE 


Published Weekly, Except During August, by the 
DEPARTMENT OF RESEARCH AND EDUCATION 


FEDERAL COUNCIL OF THE CHURCHES OF CHRIST IN AMERICA 
105 East 22Np Street, New York, N, Y. 


The Federal Council of the Churches of Christ in America is a federation of twenty-seven national religious bodies through which 
they rendering uni service. Articles appearing herein furnish information on current issues and are not to be construed 
1 as declarations of official attitudes or policies of the Federal Council of Churches. 


Entered as second-class matter January 4, 1924, at the post office at New York, under the act of March 3, 1879. 


Volume X, Number 36 


The Heart of an Ambassador 


The editor is violating a precedent long observed by 
INFORMATION SERVICE to narrate an incident which seems 
to him revealing concerning the late Senator Dwight W. 
Morrow. Mr. Morrow had been a friend and supporter 
of this Department for some years and occasionally the 
editor had the privilege of discussing with him matters 
of great interest to our constituency with which he was 
closely associated. The last such interview occurred on 
the eve of Mr. Morrow’s departure for Mexico to take 
up his diplomatic duties. He was having a rapid succes- 
sion of visits, and when the editor entered his office he 
was busy signing letters. Before he looked up, he said, 
“Well, what am I going to do in Mexico?” The editor 
remarked, “That is something the country is very curious 
to know.” “Well,” said Mr. Morrow, “I know one thing 
I can do; I can love them.” It would seem that this pur- 

se and the demonstrated capacity to carry it out was 


in large measure the key to the Ambassador’s extraor- 
dinary success. 


The Bank for International Settlements 


The Bank for International Settlements, that vital out- 
growth of the negotiations leading to the formulation of 
the Young Plan, began its operations on May 20, 1930. 
On May 19 of this year, its anniversary was signalized 
by the convocation of the first annual general meeting, 
which served as an occasion for a review of the Bank’s 
development during the initial months of its existence. 
And that review revealed clearly the important role which 
the Basle institution has already come to play in the finan- 
cial affairs of the world, quite apart from its functions 
in connection with the reparation payments. The pur- 
pose of this survey is to describe the form into which 
the idea of an international bank, first presented to the 
world by the Young Committee in 1929, has evolved; 
the fields into which the Bank has so far directed its 
efforts; and the significance of its activities. 


OrIGIN AND PurRPOSE OF THE BANK 


Two important members of the Young Committee 
came to Paris with tentative proposals for the creation 
of a banking institution for the purpose of handling the 
reparation payments in a businesslike fashion. They were 
M. Francqui, the principal Belgian delegate, and Dr. 
Hjalmar Schacht, then president of the Reichsbank, the 
principal German delegate. The idea appealed oe 
to the members of the committee, but they were too mu 
preoccupied with other matters to concern themselves 


with the details of the proposed organization. Accord- 
ingly, Owen D. Young, the chairman of the committee, 
requested three American technical experts to draft, on 
the basis of the two proposals and the views expressed 
by other members of the committee, a detailed plan for 
an international bank. The result of the experts’ work 
was the document included in the Young Plan in the 
form of Annex I, entitled, “Suggested Outline for the 
Organization of the Bank for International Settlements.” 
The outline provided for the creation of an organization 
committee for the purpose of putting the Bank plan into 
the shape of formal statutes. Again the committee as a 
whole was too occupied with other matters and too eager 
to terminate its labors to give its attention to details. It 
therefore delegated wide powers to the organization com- 
mittee, by prefacing the outline with the following state- 
ment: 

“This outline has been drawn up for the benefit of the 
organization committee, which will have power generally 
to modify its provisions or to make substitutions for any 
or all of them, provided always that such modifications 
or substitutions shall not be inconsistent with the essential 
functions of the Bank with respect to the experts’ plan 
as a whole.” 


The organization committee, presided over by another 
American, Jackson E. Reynolds, held its sessions at 
Baden-Baden during the second half of 1929. After 
protracted discussion, it finally succeeded in drafting the 
future Bank’s statutes, introducing changes of funda- 
mental character into the original suggested outline. In 
this form, with slight modifications the Bank plan was 
approved by the interested powers at the second Hague 
Conference, and the Bank for International Settlements 
came into existence. 


In the discussion of the Bank plan at the sessions of 
the Young Committee, it was clearly realized that the 
Bank could, and in all likelihood would, serve other pur- 
poses than acting merely as an agency for reparation pay- 
ments. However, in the formal statements regarding the 
Bank contained in the Young Plan the reparation func- 
tions of the Bank were given pre-eminence. The plan 
stated that “the Bank will have (a) as its essential or 
obligatory functions those which are inherent in the re- 
ceipt, management and distribution of the annuities, and 
(b) as its auxiliary or permissive functions those which 
evolve more indirectly from the character of the an- 
nuities.’” As an elucidation of this second set of func- 


tions assigned to the Bank, the plan stated: 

“In the natural course of developments it is to be ex- 
pected that the Bank will in time become an organization, 
not simply, or even predominantly, concerned with the 
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handling of reparations, but also with furnishing to the 
world of international commerce and finance important 
facilities hitherto lacking. Especially it is to be hoped 
that it will become an increasingly close and valuable link 
in the cooperation of central banking institutions gen- 
erally—a cooperation essential to the continuing stability 
of the world’s credit structure.” 

By the time the statutes of the Bank left the hands of 
the organization committee, the general banking functions 
of the new institution already loomed larger in the minds 
of its creators than its reparation tasks. The statutes 
define the objects of the Bank as follows: 

“To promote the cooperation of central banks and to 
provide additional facilities for international financial 
operations; and to act as trustee or agent in regard to 
international financial settlements entrusted to it under 
agreements with the parties concerned.” 


As the Bank has actually developed its activities, the 
handling of the reparation payments has, indeed, become 
secondary in importance to other operations performed 
by it. So much so, that only six months after the Bank 
opened its doors, its president Gates W. McGarrah, was 
able to state in a public discussion : 


“Although the prime reason for the Bank’s creation 
was to administer the monthly sums paid into it by Ger- 
many, the truth is that this duty has already become the 
smaller side of the Bank’s activities. The handling of the 
reparation payments is a routine operation which could 
be carried on by any trust company. . . . The Bank 
has developed much larger and more important activities.” 

We shall discuss below the nature and significance of 
these activities developed by the Bank, first, however, 
pausing to survey the Bank’s organization and its work 
in connection with its duties as trustee for the reparation 
and certain other international payments. 


ORGANIZATION OF THE BANK 


The Bank for International Settlements is a stock com- 
pany, organized under the laws of Switzerland on the 
basis of a special convention concluded between the gov- 
ernment of Switzerland and the governments of Ger- 
many, France, Great Britain, Italy, Belgium, and Japan, 
the principal powers interested in the reparation pay- 
ments. This convention confers upon the Bank certain 
important special privileges. 

The Bank is considered as a creation of central banks 
of various countries. Its capital has been subscribed by 
these central banks. Each central bank may retain the 
ownership of the shares representing its subscription, or 
it may sell the shares to the nationals of its country. 
However, the ownership of the shares entitles the holders 
only to a dividend out of the Bank’s profits. All voting 
power in the management of the Bank’s affairs is re- 
served to the constituent central banks. 


The Bank’s capital of 500 million Swiss francs ($96,- 
450,000) is divided into 200,000 shares, of which 175,600 
have been distributed among, or allotted to, 27 countries. 
The seven countries which were represented on the 
Young Committee and are consequently considered as the 
founders of the Bank (the United States, Germany, 
France, Great Britain, Italy, Belgium, and Japan) hold 
16,000 shares each. With the exception of the United 
States and Japan, in each of these countries the respective 
central bank subscribed to the shares. In the United 
States, since the Federal Reserve Bank of New York, 
which for international purposes is the American central 
bank, could not participate in the Bank, the shares were 


subscribed by a group of private banks, comprising J. P. 
Morgan and Company, the First National Bank of New 
York, and the First National Bank of Chicago. The 
Bank of Japan also found it impossible to participate in 
the Bank for International Settlements, and the Japanese 
shares were taken over by 14 Japanese banks, led by the 
Industrial Bank of Japan. Fourteen central banks— 
those of Poland, Danzig, Greece, Bulgaria, Rumania, 
Holland, Finland, Hungary, Czechoslovakia, Denmark, 
Austria, Switzerland, Sweden, and Norway—hold 4,000 
shares each. Three central banks—those of Latvia, 
Lithuania, and Albania—hold 500 shares each. The Bank 
of Esthonia holds 100 shares. In addition, 4,000 shares 
have been allocated to the National Bank of Yugoslavia 
and 2,000 to the Bank of Portugal; these shares will be 
issued as soon as the countries in question have completed 
the legal stabilization of their currencies. This leaves 
24,400 shares still held by the Bank for assignment to 
other countries which may decide to subscribe. 


The management of the Bank’s affairs is in the hands 
of a board of directors, consisting of 25 members. Each 
of the seven countries considered as the founders of the 
Bank is entitled to be represented by two directors, except 
that as long as the Bank continues to handle reparations, 
France and Germany are entitled to three directors each. 
The remaining nine directors are chosen from among the 
other countries participating in the Bank. 


For administrative purposes the Bank is divided into 
three sections. The first of these, the Banking Section, 
deals with the receipt of deposits and the making of 
investments, and with foreign exchange operations. The 
second, the Section for Relations with Central Banks, 
performs liaison work among such banks. The third sec- 
tion is the Secretariat-General. The principal officers of 
the Bank are the president, his alternate, the general man- 
ager, the deputy general-manager, and the secretary- 
general. These posts are now occupied, in the order men- 
tioned, as follows: Gates W. McGarrah (an American), 
Leon Fraser (an American), Pierre Quesnay (a French- 
man), Dr. Hulse (a German), and Signor Pilotti (an 
Italian). Important administrative posts at the Bank are 
occupied also by Englishmen, Belgians, Austrians, etc. 
The Bank’s total administrative staff consists of 94 per- 
sons, of 10 nationalities. The Bank’s truly international 
character is further attested by the fact that, in the words 
of President McGarrah, “it already operates in 24 of the 
world’s currencies which are on a gold or gold exchange 
standard” and “its conservative short-term investments 
are in markets as remote as Tokyo and Rome, Athens 
and Helsingfors.” 


Tue BANK AS TRUSTEE FOR REPARATION PAYMENTS 


In its capacity as trustee for Germany’s reparation 
creditors, the B. I. S. (as the Bank for International 
Settlements has now come to be commonly known) re- 
ceived during the first year of its existence monthly pay- 
ments required from Germany under the Young Plan, 
and distributed these payments among the creditor powers 
in amounts allotted to each by The Hague Agreement. 
Under the plan, Germany is obligated to make her pay- 
ments in the currencies indicated by the B. I. S. on the 
basis of instructions received by the latter from the cred- 
itor powers. Failing her ability to meet the requirements 
of the B. I. S. in this respect, the German government 
has the right to make payments in the currencies of the 
creditor powers, roughly according to the division of the 
payments among them. However, during the first year 
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of the Bank’s operations, the German government fully 
met its requirements as to the currencies in which the 
payments were to be made. About one-quarter of the 
pe were made in German marks, which were used 
y the Bank to pay for deliveries in kind. Next in im- 
portance came the payment in American dollars, followed 
by payments in French francs and in pounds sterling. 
The remainder of the payments was made in Belgian 
belgas, Dutch florins, Italian lire, Swedish kronen, and 
Swiss francs. 

Each of the creditor governments informs the Bank 
as to the disposition it wishes to make of its share of the 
reparation receipts. During the first year, the important 
creditors left on deposit at the Bank sums approximately 
equivalent to the amounts they themselves had to pay 
the United States on account of the war debts. Similarly, 
Great Britain’s debtors left on deposit at the Bank the 
funds necessary to meet their war debt payments to that 
country. This is the reason why payments in dollars 
bulked so large in the receipts from Germany. The 
B. I. S. paid interest on these deposits, since it had an 
opportunity to employ the funds for its own investments, 
and the governments which had war debt payments to 
meet in Washington and London found their task in 
connection with these operations greatly simplified and 
facilitated. 

In addition to acting as trustee for Germany’s repara- 
tion creditors, the B. I. S. acts in a similar capacity with 
regard to the Hungarian and Bulgarian reparation pay- 
ments and the Czechoslovak “liberation” payments. Dur- 
ing its first year, it duly collected these installments and 
transferred them to the creditor powers. 

As part of its duty as trustee, the B. I. S. took over 
the functions of the former Reparations Commission as 
the institution to which the reparation debtors should 
make their application for postponement of payment, re- 
consideration of paying capacity, etc. During its first 
year, the B. I. S. was not called upon to exercise these 
functions. 

At the very beginning of its career, the B. I. S. per- 
formed a task which is also a part of its duties as trustee 
for the reparation creditors. It arranged and carried out 
the commercialization of a portion of the non-postponable 
part of the German reparation annuity. After this 300 
million dollar loan was floated, the Bank became the 
agent for the collection of the annual interest and amorti- 
zation charges on behalf of the purchasers of the bonds. 
Finally, the Bank has acted in a similar capacity in con- 
nection with the German loan of 1924, floated at the time 
that the Dawes Plan went into effect, and with an Aus- 
trian government loan floated in 1930. 

Such have been the Bank’s duties in its role as trustee. 
They have, indeed, been no more than what its president 
has called them, “a routine operation.” 


Tue B. I. S. as A BANKING INSTITUTION 


In the carrying out of its non-reparation functions, the 
Bank has been primarily concerned with establishing 
closer relations among the world’s central banks and with 
facilitating their relations with each other. As a banking 
institution, the B. I. S. is empowered by its statutes to 
perform a large variety of financial operations, although 
it is specifically forbidden to engage in certain types of 
activities, the most important being the issuing of cur- 
tency. It is designed primarily to be an institution of 
credit, and in this field it has been endeavoring to build 
up facilities that would be of special value to central 
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The Bank’s outstanding achievement in this field is the 
inauguration of a clearing system in the effecting of inter- 
national payments. The need of establishing such a sys- 
tem on an international scale has long been recognized, 
but no attempt at creating it had appeared feasible prior 
to the establishment of the B. I. S. What this system 
involves is a method by means of which settlements 
among various countries, arising out of their international 
trade, service and financial transactions, may be effected 
without too frequent or too extensive movements of 
funds, and especially of gold. 

With the B. I. S. as the intermediary, the disturbing 
effects of such movements can be greatly reduced. What 
happens is that the Bank receives deposits from various 
central banks and maintains its own deposits in such 
banks. Then when one central bank has to make a pay- 
ment to another central bank, the operation is performed 
by means of debiting and crediting on the books of the 
B.1.S. In the case of gold movements, their frequency 
and extent are reduced in a similar way. Various central 
banks either deposit gold with the B. I. S. or place at its 
disposal for clearing purposes their own gold deposits in 
other countries. In either case, gold settlements among 
central banks can be made by means of bookkeeping 
entries at the B. I. S., without unnecessary physical ship- 
ments of gold, which oftentimes are the result of dis- 
turbed exchanges and in turn bring in their wake further 
disturbance. 


The maintenance, so far as possible, of stable foreign 
exchanges is regarded by the Bank as one of its primary 
tasks. During the first year of its existence, it has made 
a certain amount of progress in building up facilities for 
doing this indirectly, by inaugurating a clearing system, 
and directly through its investment policy. The Bank’s 
authorities have been painstakingly careful to inform 
themselves of developments with regard to the foreign 
exchange situation of the various central banks and, 
wherever possible, to lend support in preventing an un- 
necessary weakening of the exchanges and the disturbing 
consequences which might follow as a result. In several 
instances, by moving funds into a country whose ex- 
change had shown signs of weakening, the B. I. S. has 
succeeded in aiding that country in the maintenance of 


exchange stability. 


The Bank’s operations in this field have necessarily 
been limited by the comparative smallness of its resources 
and by the fact that in any event such support of the 
exchanges can be effective only if the causes giving rise 
to it are temporary in character. But within these limita- 
tions, there is a considerable scope of usefulness for the 
B. I. S., and that institution has already demonstrated its 
capacity for performing this much needed task. 


Finally, the Bank considers one of its important tasks 
the facilitating of movements of capital from markets in 
which money is cheap and plentiful to markets in which 
it is dear and scarce. Here again the Bank has been, so 
far, concerned more with the laying down of the founda- 
tion for the necessary machinery than in actual operations 
along these lines. While its own direct contribution to 
the solution of this great problem is rather limited, the 
influence which it can exert and to some extent already 
has exerted, is very considerable. 


The maximum volume of funds at the Bank’s disposal 
at the end of any month during the first year of its oper- 
ations has been about $400,000,000. This is not a par- 
ticularly large sum for an institution whose activities are 
truly world-wide. But judiciously employed and applied 
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The Beauharnois Case in Canada 


We are indebted to a trusted Canadian correspondent 
for the following account of the now notorious Beauhar- 
nois affair. 


The Canadian parliament and people have been deeply 
stirred by revelations concerning the formation of a 
large corporation to dig the Beauharnois Canal around 
some rapids in the St. Lawrence River just above Mon- 
treal. The scheme is an old one, and, a generation ago, 
one Roberts secured from the federal government author- 
ity to divert some water from the St. Lawrence. For 
the right thus obtained he gave nothing, did nothing, and 
having obtained the right he did nothing to make it 

effective. In the course of time he died. Then a group 
ei men, seeing the engineering possibilities of the situa- 

tion, bought from Roberts’ heirs the right accorded him, 
but they neither did nor gave anything to the public 
estate to justify their control of the wealth involved in 
the water power there to be developed. But one thing 
they did—they revealed to some others the possibilities 
of exploitation; and those who saw were not slow to 
act. A few men, including persons very high in govern- 
ment circles, formed a corporation, under an innocent 
name, and this corporation also filed an application for 
tight to divert water. Apparently they never intended to 
do anything in the matter; but they did intend to be on 
hand to prevent anyone else doing the work without their 
consent—for a consideration. At last another group set 
to work to construct the canal and develop a half million 
horsepower of hydroelectric energy per annum. 


This last group soon split over financial policy and 
Robert Sweezey, the engineer, finally obtained real con- 
trol in conjunction with two other persons. The deputy 
minister of railways and canals—the trusted expert of 
the nation—was soon brought into the scheme, and 
whether he had prospective interests or not while he was 
still deputy minister, and, therefore, approved the scheme, 
does not appear. But shortly after approval was given, 
he resigned his public office to take a commanding execu- 
tive position in Beauharnois. Two aspects then presented 
themselves for settlement. The water power which might 
be developed would presumably be under the control of 
the province, in this case Quebec; while the navigation 
aspect was subject to federal jurisdiction. The provincial 
government was easily led to grant authority to construct 
the necessary work for the hydroelectric supply. But 
federal consent was quite as necessary. It happened that 
the two persons most deeply involved with Mr. Sweezey 
were Senators and most intimate personal friends and 
political advisers of Mackenzie King, the Liberal prime 


minister of the day. A general election was about to 
take place and Mr. Gardiner, leader of a western progres- 
sive group, made a speech in the House of Commons 
charging that the promoters of Beauharnois had so ar- 
ranged matters that they would hold about six million 
dollars of shares representing only a very insignificant 
investment on their part. The canal was to be constructed 
by the sale of bonds, and it had been imperative to obtain 
forthwith the federal authority which was, after some 
consideration, given; and also to have an assured mar- 
ket with good prices for the power which should be 
developed. 


In the debate which followed Mr. Gardiner’s speech, 
the Conservative leader, Mr. Bennett, demanded a search- 
ing investigation and expressed his horror that the public 
domain was being raided to the extent indicated. But 
nothing was done by parliament, since dissolution fol- 
lowed almost immediately. Few people expected any 
change of government as the result of the election, but 
Mr. Sweezey found it desirable to present $600,000 to 
Senator Haydon for the Liberal campaign chest. The 
election, however, brought the opposition into office, and 
early in the first session of the new House Mr. Gardiner 
made another speech calling for searching inquiry. Mr. 
Bennett, now prime minister, at once assented to a par- 
liamentary committee; but the ex-prime minister, in a 
series of insinuations, sought to discredit Mr. Gardiner 
as merely reading a speech made for him by rivals of 
Beauharnois. This was the first overt act on the part 
of Mr. King which elicited serious criticism. No one 
suggests that he knew of the contribution or that the 
government’s consent was obtained by direct corruption. 
But the fact stands out that Senator Haydon, who was 
manager of the Liberal party and whose advice was al- 
most final with Mackenzie King, and Senator Macdougall, 
whose position in the inner council was second only to 
that of Senator Haydon, had this tremendous concealed 
interest. No one wonders that, under such circumstances, 
the government had given consent. ‘ 


But the seven million dollars of capital stock was not 
available for the work of construction. The bonds had 
to be sold. Just then a contract was announced as having 
been made with the Ontario Hydroelectric Commission 
to buy 250,000 horse power at a price which guaranteed 
the returns on bonds and stock. The surprising thing is 
that the corporation thereupon started building a canal 
of proportions enormously bigger than those authorized 
or called for by the charter and the power sold. Circu- 
lars issued in selling the bonds hinted that there was 
every prospect of selling an additional quarter million of 
horsepower. And when the debate in the Commons led 


